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CEO and Founder, 4sight Health, Chicago, IL
Las Vegas is a strange place to attend
a medical conference. In June, 2014, the
Healthcare Financial Management Association (HFMA) convened its Annual National
Institute (ANI) at the Venetian Hotel and
Casino.
Several thousand healthcare finance
professionals assembled to network and
improve their business acumen. I was
there to speak on hospital affiliations and
acquisitions.
Here’s something not seen every day.
ANI attendees intermingled with almost
200,000 young people attending the Electric
Daisy Carnival at the Las Vegas Speedway.
These kids wore lots of makeup, danced
all night in their underwear and consumed
untold amounts of illegal substances. Three
people died. Hundreds stumbled through
the casino each morning bumping into
straight-laced consultants. What happens in
Vegas…
Upon arrival I wandered through
the massive exhibit floor. The number of
revenue cycle companies exhibiting was

staggering. My rough estimate was threefourths of the exhibitors.
Later that day, the official program
kicked off with six hospitals winning awards
(big trophies) for revenue cycle excellence.
The audience exploded with applause.
Clearly, revenue rules in modern American
healthcare. It’s more electric than a Las
Vegas rave.
Continued on page 4
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Clinical and Financial Transparency is
Positively Changing the Industry
The healthcare industry has gone
through tremendous change over the past
few years. This year may be the turning
point where consumers will become
key stakeholders in managing their
healthcare. The changes created by the
Patient Protection and Affordable Care
Act (PPACA) have become a catalyst for
consumers to have more control over the
healthcare services they receive, where
they receive care and how much their care
costs.
This
newfound
responsibility
comes at a price. Regardless of where
a consumer obtains health insurance
(through their employer or a State Health
Insurance Marketplace (SHIM)), they are
now responsible for a significant portion
of the cost to administer their care. For
example, in the SHIM exchanges, over
80 percent of consumers have chosen
the Silver and Bronze plans which have
very high deductibles. For 2016, the outof-pocket maximum for any exchange
plan can be no more than $6,850 for an
individual and $13,700 for a family before
a consumer may qualify for any exchange
subsidies. These changes are placing
additional financial pressure on providers
and patients.
I’m pleased to see healthcare provider
compensation transitioning from the
fee-for-service model where the volume
of patients a physician treat is the main
criteria for their compensation towards
a value-based system where quality
outcomes are the economic driver. As
a consumer myself, I’d like to see that
everyone receives quality care and
favorable results. By following the valuebased structure, consumers have an
opportunity to receive both.
Every day I am amazed to learn
about new ideas brought forth by thought
leaders and see the sweeping changes that
occur improving the delivery, outcomes
and financial stability of the healthcare
industry. By publishing our healthcare

journal, The Focus, our goal is to help
keep you current with articles about the
latest topics that are thought-provoking,
compelling and relevant.
To that end, we have a terrific group
of contributors for our spring edition. A
previous author, David Johnson, CEO of
4sight Health, has written a compelling
article titled Healthcare’s Productivity
Paradox: Ferocious Exploitation of Payment
Formulas. He addresses the exploitation
of activity-based payment formulas and
how they distort care delivery protocols
and misuse care resources.
One of MiraMed’s own, Phil
Solomon, Vice President of Global
Services, has written a fascinating article,
titled The Future of Healthcare Just Ain’t
What it Used to Be. He highlights the
trend of growing patient liability and the
new techniques required to collect from
this emerging patient population.
Lyman Sornberger, CEO of LGS
Consulting, and Sheldon Hamburger, a
principle consultant with the Aristone
Group, are industry subject matter experts
that have consulted with many of the
largest health systems in our industry.
Mr. Sornberger introduced an important
topic as he explains many of the new
requirements the Affordable Care Act
imposed with the new Internal Revenue
Code section 501 in his article 501(r) –
Did You Know? Mr. Hamburger outlines
the requirements providers must meet to
comply with the Centers for Medicare
and Medicaid post-acute care bundled
payment initiative with his article
Designing Bundled Payment Post-Acute
Networks.
Buying a hospital these days is a
risky and complicated matter. We have
a unique opportunity to understand the
challenges acquiring a hospital brings.
Dr. Alan M. Preston, a professor in the
Healthcare Management MBA program
at Texas Health and Science University,
participated in the purchase process as

part of an acquisition team and shares his
experiences in his article The Trials and
Tribulations of Buying a Hospital.
Every company should be continually
taking steps to improve corporate and
patient communication and employee
retention. To that end, I have the pleasure
to introduce a new author to The Focus,
Greg Zinser Vice President at Anesthesia
Business Consultants. Mr. Zinser’s article
Corporate Communication with Email – A
Blessing and a Curse focuses on how to
improve communication throughout the
entire enterprise by initiating email best
practices.
In closing, it has become apparent
that every consumer must take his or her
place as an active team member in their
care. If the industry is going to evolve as a
“patient-centric” system, we must embrace
clinical and financial transparency as a
core foundation for care. This concept
will succeed if healthcare providers treat
patients as partner's in their care and if
patients assume more responsibility for
their part. It is an exciting time for our
industry, and I am proud to participate in
its evolution.
As always, I am very
interested
in
hearing
from you by sharing any
comments or suggestions
you may have. I hope
you enjoy reading this
quarter’s edition of
The Focus.
With best wishes,

Tony Mira
President and CEO
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The Future of Healthcare Just Ain’t
What it Used to Be
Phil C. Solomon
Vice President of Global Services
MiraMed Global Services, Inc., Jackson, MI
Baseball is America’s pastime and
Yogi Berra was one of its most colorful
heroes. Berra was an 18-time All-Star,
appeared in 14 World Series as a member
of the New York Yankees and won ten
championships. He was a sportswriter’s
favorite because he had countless expressions and phrases that were memorable
because most of them didn’t make any
sense. A warm-hearted personality, he
became famous for delivering brilliantly
awkward sayings, such as: “90 percent of
the game of baseball is half mental” and
“the future ain’t what is used to be.”
Today, the future of healthcare just
“ain’t what is used to be.” The development of our healthcare system began in
1901 with the election of President Theodore Roosevelt. He supported universal
health insurance because he believed
that “no country could be strong whose
people were sick and poor.”1 The efforts
to initiate healthcare coverage, however, took place outside of government.
In 1906, the American Association for
Labor Legislation (AALL) led the campaign for health insurance.
Escalating healthcare costs has
become the catalyst for significant changes
in the delivery and payment of healthcare
services. The Affordable Care Act (ACA),

signed into law by President Obama on
March 23, 2010, can take the lion’s share
of credit for changing how consumers
now pay for health services. For the past
ten years, healthcare costs have exceeded
U.S. economic growth by an average of
2.5 percent annually. The anticipated
average annual growth rate for healthcare costs is 5.7 percent per year through
2023, well above gross domestic product
(GDP), average wages and productivity
gains.2 Improving economic conditions,
the impact of the ACA’s insurance coverage expansions and an aging population
are expected to continue to drive healthcare expenditure growth.3 Average annual
growth of out-of-pocket healthcare expenditures are projected to rise to 5.5 percent
by 2023 from 3.2 percent in 2013.4

Physicians for a National Healthcare system program, A Brief History: Universal Health Care Efforts in the US, http://www.
pnhp.org/facts/a-brief-history-universal-health-care-efforts-in-the-us
Andrea M. Sisko et al., “National health expenditure projections, 2013–23: Faster growth expected with expanded coverage
and improving economy,” Health Affairs, published online before print, September 2014, https://www.cms.gov/Newsroom/
MediaReleaseDatabase/Press-releases/2014-Press-releases-items/2014-09-03.html
3
Patricia Buckley, “The United States: Working toward a recovery that can stand on its own,” Global Economic Outlook Q3
2013, Deloitte University Press, 2013, http://dupress.com/articles/global-economic-outlook-q4-2015-united-states/
4
Andrea M. Sisko et al., “National health expenditure projections, 2013–23.”, https://www.cms.gov/Newsroom/
MediaReleaseDatabase/Press-releases/2014-Press-releases-items/2014-09-03.html
5
McKinsey Quarterly, “The Next Wave of Change for US Healthcare Payments,” May 2010, http://www.mckinsey.com/
insights/health_systems_and_services/the_next_wave_of_change_for_us_health_care_payments
6
AHIP Center for Policy and Research, 2005-2011 HSA/HDHP Census Reports; June 2011 report, p. 2
7
Innovators Wanted: Mounting Patient Financial Responsibility Driving Provider Demand for Positive Disruption and
Change (Part 1 in a 3 Part Series), http://www.triple-tree.com/blog/2015/12/17/innovators-wanted-mounting-patientfinancial-responsibility-driving-provider-demand-for-positive-disruption-and-change-part-1-in-a-3-part-series/
1

2

A growing approach to mitigating
the rising cost of healthcare are high deductible health plans (HDHP). Insurers
and employers have initiated these health
plans with the goal of reducing their financial exposure. HDHP’s plans shift
the majority of the financial responsibility to the healthcare consumer.
Based on recent statistics listed in a
McKinsey Quarterly article, “The Next
Wave of Change for U.S. Healthcare
Payments,”5 there has been a ten-fold increase in HDHP plans in the past seven
years to more than 11.4 million people,
and they are growing. According to
America’s Health Insurance Plans, the
growth in HDHPs is a major contributor to current expectations for growing
patient payment liability from $250 billion in 2009 to $420 billion in 2015, a 68
percent increase over a five-year period.6

Increasing Patient Liability
The ACA, with its comprehensive
health insurance reforms, has initiated a
growing trend that has placed more financial accountability on the shoulders
of consumers. Hospitals and health systems are embracing consumerism and
are preparing for greater levels of out-ofpocket (OOP) patient liability.
Increased patient responsibility for
healthcare services has providers concerned, and for good reason. Patient
liability or self-pay, is now the third
largest payer behind Medicare and Medicaid.7 As a result, both patient liability
and bad debt are on the rise and healthcare providers are facing unprecedented
revenue and margin pressure.
Continued on page 7
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Healthcare’s Productivity Paradox: Ferocious Exploitation of
Payment Formulas
Continued from page 1

U.S. healthcare exhibits a profound
productivity paradox. Private company
exploitation of activity-based payment
formulas distort care delivery protocols
and misuses care resources.
Perhaps even worse, activity-based
payments disconnect healthcare consumers from healthcare providers. Feefor-service payment fragments patientcaregiver relationships, which are the
central feature of effective healthcare
delivery.

The Price of Tin
The inherent beauty of capitalism is
its ability to allocate resources to superior product and service providers where
outcomes, not process, triumph.
Confession time: I’m addicted to
the Great Courses programs. On a
drive through Indiana several years ago,
I listened to a lecture by Macalester
College Professor, Timothy Taylor on
the Austrian economist Friedrich Hayek.
Little did I expect to gain insight into
centralized health systems.
Born in Vienna in 1899, Friedrich
Hayek was a leading mid-century economist who championed liberal democracy
and free-market capitalism. He taught
at the University of Chicago, won the
Nobel Prize in 1974 and debated socialist theorists on markets, government’s
role and social planning.
Hayek maintained markets and
competition were the best mechanisms for calculating and coordinating
economic choice. He believed that
prices contain sufficient information to
guide and adjust economic decisions.
Hayek held that decentralized planning
by individuals and companies is the most
effective system for allocating resources
1

Source: w Medicare Sets Hospital Prices: A Primer, By
Uwe E. Reinhardt November 26, 2010

and generating wealth. To illustrate,
Hayek contrasted how free-market
enterprise and market socialism respond
to increasing tin prices (See Figure 1
below).
FIGURE 1

Tin Prices Increase

Free-Market
Capitalism
• Price contains
meaningful
information
• Marginal users
find substitutes
• Essential users
adjust
• Correlated
product prices
increase
• Market stabilizes
and functions
efficiently

Market
Socialism
• Central planners
study factors
driving price
increase
• Determine
priorities for tin
usage
• Assign and
enforce prices
• Very complex
• Never have
complete
information
• Prone to mistakes
• Retards economic
growth
• Stimulates "black
market" trade

Under free-market capitalism with
decentralized planning, primary and
marginal users of tin “read” the pricing
information and adjust consumption
accordingly. In response, manufacturers
substitute materials, improve production
mechanics and/or adjust prices. The
cycle repeats until the market stabilizes.
In contrast, market socialism with
centralized planning requires complex
protocols to determine why the price of
tin increased, establish priorities for its
use, assign prices and enforce market
acceptance.
Before long, complexity overwhelms
managerial capabilities and companies
make mistakes, such as manufacturers
producing too many gutters and too

few pans. “Managed” economies create
supply-demand imbalances, impede
economic growth and stimulate “black
market” trading activity.
While listening to Professor Taylor's
lecture, I had an epiphany—Medicare is
market socialism. Its centrally managed
practices for pricing, regulating and
policing healthcare ser vices distort
market function, create supply-demand
imbalances and stimulate black market
behavior.
By this point in my drive, I was
approaching Indianapolis, where health
systems were constructing four new
cardiac surgical centers, even as new
therapies were reducing the need for
cardiac surgery.
Centralized administration breeds
mistakes. Remember the Soviet Union’s
remarkably consistent record of missing
its five-year economic forecasts? They
weren’t much better at manufacturing.
An old joke makes the point: owners
could double the value of their Lada, the
Soviet Union’s marque automobile, by
putting a liter of petrol in its gas tank.
Despite global success with freemarket capitalism, the U.S. government
relies on centralized planning (aka Medicare) to design, administer and police
healthcare services.
Medicare’s centralized operating
model is contrary to American trust in
competitive markets. Native distrust
of bigger government is a core reason
attempts to create a “national” health
system in the U.S. have failed.

Where Process Trumps Outcomes:
Medicare Reimbursement
Formularies
Noted Princeton economist Ewe
Reinhardt uses the diagram1 (See Figure
2) to depict Medicare’s complex analytic
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FIGURE 2
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Case

ALGORITHM FOR CALCULATING MEDICARE’S ACUTE CARE
INPATIENT PAYMENT (For a Case with Full Lengths of Stay)

x

Adjusted
Payment
Rate

Adjustment
for
Geographic
Hospital
Wage Index

+

+

Indirect
Medical
Education
Payment

Non-Labor
related
costs of
base case

+

methodology for calculating treatment
payments. Medicare’s actual methodology is even more complex.
The payment process begins by
calculating an average inpatient case rate
sufficient to cover operating and capital
costs for efficient facilities. In 2014,2 the
operating base rate was $5,370 and the
capital base rate was $429.
Medicare adjusts this base rate
for geographic variation in labor and
non-labor cost as well as treatment
complexity based on the primary diagnosis, coexisting medical conditions and
complications.
The adjusted payment rate incorporates these geographic and careintensity factors. Then, Medicare adds
payment to compensate hospitals for
medical education and indigent care
costs. It also makes allowance for highcost “outlier” cases.3
Medicare’s payment algorithm
incorporates multiple factors, homogenizes complex relationships and requires
massive data entr y for processing.
Notably absent from Medicare’s algo2

=
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Base rate
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Payment
for this
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Hospital
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Weight
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=

Possibly
High-Cost
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rithm is payment for superior outcomes
and penalties for inferior outcomes.
To its credit, Medicare now incorporates some value-based payments
and readmission penalties into care
reimbursement. It’s also expanding its
use value-based payments, including
bundling for joint replacement surgeries.
Some employers and commercial
insurers also are creating incentives
for better care management, but it’s
still “small potatoes.” Fee-for-service
payments still constitute over 80 percent
of provider revenues.
In his book Healthcare Beyond
Reform, Joe Flower identifies “the two
core rules of [healthcare] economics”:
Rule 1: People do what you pay
them to do;
Rule 2: People do exactly what you
pay them to do.
Flower’s assessment is harsh, but
directionally right. Healthcare won’t
change until payment incentives change.
Process wins. Outcomes lose.

CMS, CMS-1599-F and other associated rules and notices
Section 1886(d)(5)(A) of the [Medicare?]
4
https://www.fbi.gov/neworleans/press-releases/2012/medicare-fraud-strike-force-charges-107-individuals-for-approximately-452-million-in-false-billing.
5
KBPS, More Scrutiny Coming from Medicare Advantage, Obamacare, Schulte
3

Hayek obser ved that resource
allocation mistakes occur when central
planners manage complex business
sectors with incomplete information.
His insight certainly applies to Medicare. Mistakes abound. It takes years to
plan and construct new acute facilities.
The Indianapolis health systems
planned and built new cardiac centers
to maximize reimbursement payments
for cardiac procedures. They made
their facility investments predicated on
then-existing treatment patterns and
payment rates. They didn’t envision the
emergence of new cardiovascular drugs
that would reduce the need for cardiac
surgeries.
Overbuilding leads to over-treating.
To make up for lost volume and income,
cardiologists “over-treat” by performing
justifiable, but unnecessary, procedures.
If “Deep Throat” were a mole in
“Healthgate,” he would whisper, “Follow
the reimbursement.”
Healthcare’s payment complexity
enables hospitals and doctors to optimize payment by seeking the highest
reimbursement within allowable guidelines (hence the importance of revenue
cycle management). The government,
commercial payers and health systems
invest enormous resources to prevent,
identify, investigate, negotiate and settle
payment disputes.
Medicare has no official estimate of
how much it loses annually to fraudulent
billing practices. The FBI estimates three
to ten percent of all healthcare billings are
fraudulent,4 that represents a wide range.
Even at the low end of the range,
fraudulent billing is a huge cost (almost
$100 billion) for a $3 trillion industry.
Officials concede that billions more tax
dollars are misspent every year because
doctors and hospitals exaggerate their
patient ’s illnesses when billing for
treatment.5
Continued on page 6
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Healthcare’s Productivity Paradox: Ferocious Exploitation of
Payment Formulas
Continued from page 5

Value, What Value?
In comparison to other industries, healthcare’s operating model has
changed relatively little during the last
50 years. Americans rely on doctors and
hospitals to distribute healthcare services
in accordance with pre-determined fee
schedules. What about value?
Given complex Medicare reimbursement formulas and undisclosed
chargemasters, it ’s challenging for
consumers to align healthcare products
with their prices. Instead, consumers
make healthcare decisions anecdotally,
querying friends and/or internet resources to find caregivers and facilities.
America’s activity-based, fee-forser vice reimbursement system has
conditioned providers to optimize
revenues through agile manipulation of
coding and treatment guidelines.
This has created hospitals with
robust revenue cycle capabilities, but
little understanding of per-unit revenue
and cost relationships. Most hospitals
6
7
8

allocate their costs in relationship to
their charges, which provides no useful
information to guide efficient use of
labor, supplies and capital.
Hospitals’ intense focus on optimizing revenue has atrophied their ability to
understand and manage operating costs.
This operating deficiency poses a serious
challenge for hospitals as the market
moves toward value-based purchasing.
Moreover, few hospitals have the organizational cultures necessary to improve
quality and efficiency while reducing costs.
This is a big problem. It’s impossible to
assess and deliver value-based healthcare
services without a solid understanding of
organizational cost structure.

Walden Pond Revisited
The U.S. health system costs too
much and delivers sub-par outcomes
because it combines ferocious private
market pursuit of misaligned and
perverse incentives with process-based
reimbursement formularies.

Henry David Thoreau, Letter to Harrison Blake, November 16, 1857
Henry David Thoreau, Walden or A Life in the Woods, "Where I Lived, and What I Lived For", 1854
Henry David Thoreau, Letter to Harrison Blake, November 16, 1857

This is healthcare's productivity
paradox. Activity-based, fee-for-service
payment is its weapon of mass-value
destruction.
In 1845, writer and philosopher
Henry David Thoreau moved to a small
cabin on Walden Pond in Concord,
Massachusetts to “live deliberately,”
experience the “essential facts of life” and
learn “what they had to teach.” 6
Like a stone thrown into his Walden
Pond, Thoreau’s observations on nature,
minimalism, politics and civil disobedience have rippled through the ages and
influenced leaders from Gandhi to Frank
Lloyd Wright to Martin Luther King Jr.
Thoreau believed that activit y
without value-creation was purposeless.
He emphasized this point in an 1857
letter, “It is not enough to be industrious;
so are the ants. What are you industrious about?” 7
American healthcare is too “industrious” in its singular pursuit of revenues.
In contrast, industrious health companies
that deliver better care more conveniently
at lower prices will dominate the postreform healthcare marketplace.
David W. Johnson
is the CEO and
Founder of 4sight
Health, a healthcare
boutique specializing
in thought capital,
strategic
advisory
services and venture
invest ing /capita l
raising. 4sight Health operates at the
intersection of healthcare economics,
strategy and capital formation. The
company’s four-stage analytic (Assess.
Align. Adapt. Advance.) reflects the
bottom-up, evolutionary character of
market-driven reform. Mr. Johnson can
be reached at 312-560-0870 or david.
johnson@4sighthealth.com.
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The Future of Healthcare Just Ain’t What it Used to Be
Continued from page 3

Providers must adjust their financial practices to meet the demands of the growing
revenue cycle trend and become more
adept at collecting patient liabilities while
at the same time improving patient satisfaction. The growing challenge that
OOPs present for providers is just one of
many priorities healthcare executives have
to juggle. All stakeholders responsible for
solving these challenges must learn to circumnavigate the financial realities of our
new healthcare delivery system. Had Yogi
Berra worked in healthcare, he might respond to the changes in the industry with
another of his famous comments: “It’s
déjà vu all over again.”
As patient accountability increases
under HDHPs, patient payment liability
has skyrocketed. Payment responsibility
for non-insured patients is now growing at
19 percent per year.8 And, for insured patients, McKinsey Quarterly has estimated
that the rate of bad debt is increasing at
well over 30 percent each year in some
hospitals.9 Consumers now pay more in
healthcare costs than employers, and consumer bad debt for medical expenses was
$65 billion in 2010 and rising.10
Regardless of whether coverage
exists under a traditional or high deductible plan, consumers now shoulder a
greater cost burden. Providers must now
collect a high proportion of payments directly from the consumer, not the insurer.
Patients are being billed for costs they
normally are not expecting and often for
sizable amounts.

Revenue Cycle: A Shifting Paradigm
O u r h e a l t h c a re c om p e n s a t i on
system has begun to reward providers
8

9

10

for delivering more value. No longer
is a provider’s compensation tied to the
volume of patients it can service. This
shift impacts how patient care is administered, how physicians and hospitals are
paid and how healthcare companies approach the industry.
Healthcare organizations of all sizes
must transform their revenue cycle strategies to become more patient-friendly.
The traditional focus on payers will no
longer suffice as providers must address
patient collections like never before. In
short, they need to find effective ways
to collect more of the money owed by
patients or risk their organization’s good
financial health.
Current revenue cycle processes are
not traditionally set up to address consumer payment needs, which can have a
significant effect on the patient experience and satisfaction levels. Emphasis
on the patient experience touches all
areas of healthcare and the revenue cycle
is no exception. Patient dissatisfaction
with financial processes can negatively
impact satisfaction scores and bottomline results.

Changes in the Payment Role
for Providers
As the patient responsibility trend
continues to grow, healthcare organizations must attempt to balance effective
revenue cycle management processes
with efforts to improve the patient experience. Providers must change how
patient payments are collected; however,
some of these changes will not be easy to
implement. Highlighted below are some
of the unique challenges in the payment

McKinsey Quarterly, “The Next Wave of Change for US Healthcare Payments,” May 2010, pages 4 and 7, http://www.
mckinsey.com/insights/health_systems_and_services/the_next_wave_of_change_for_us_health_care_payments
McKinsey Quarterly, “The Next Wave of Change for US Healthcare Payments,” May 2010, pages 4 and 7, http://www.
mckinsey.com/insights/health_systems_and_services/the_next_wave_of_change_for_us_health_care_payments
Insurance Journal, Employees’ Share of Health Insurance Costs Rising, http://www.insurancejournal.com/news/
national/2015/09/22/382429.htm

process providers need to be preparing
for:
§ Many payment processes are not
engineered for simple and efficient
patient payments.
§ The process of transacting directly
with consumers presents a whole
new set of challenges for providers
who must now calculate patient
responsibility as a first step towards rationalizing their payment
systems.
§ Patient responsibility is a compound of two sub-components:
eligibility and estimation.
Often, providers are calculating a
propensity to pay score, whether
the patient is insured or not. If
an insured patient has a high deductible balance or if the patient
is totally responsible for the bill, a
combination of other transactions
such as cost, mortgage balance inquiry and address verification can
help determine a patient’s propensity to pay. Given these insights
into payment options, it will assist
in determining if a patient is a
candidate for a payment plan or
charity care.
Continued on page 8
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The Future of Healthcare Just Ain’t What it Used to Be
Continued from page 7

interest-free payment plans help
consumers avoid unexpected expenses and smooth liabilities over
an extended period. A medical
loan often enables patients to pay
an outstanding balance in small
increments over time.
2. Consumer Payments Using
Multiple Channels to Pay

§ Patient responsibility determination must happen after a provider
ascertains their eligibility status,
plus the amount the patient owes
for their co-pay, deductible balance and the information on their
estimated fees.
§ The healthcare provider needs to
provide the patient with all of this
information as well as establish a
payment method as soon as possible, ideally while the patient is
still present.11

Strategies to Address Growing
Patient Liabilities
There are emerging issues with collecting patient obligations that have
necessitated changes in how providers
accept patient payments. Healthcare
payment systems are transforming the
11

12

13
14

methods consumers now make their
payments for the care they receive. A
provider’s financial strategies for collecting patient balances will begin to look
more like how consumers purchase electronics or furniture at a large national
chain or on-line retailer. In his article,
Four Big Patient Payment Trends Shaping Healthcare Revenue Collection,12 Brian
Watson outlined four new approaches
providers can initiate to keep up with
growing patient liabilities. They are:
1. Provider-Facilitated Patient
Financing
		 With the rise in patient payment liability, many patients
simply lack the financial ability
to pay for their out-of-pocket
healthcare debt. Providers that
offer patient-friendly financing options—such as structured,

J.P. Morgan white paper; “Key Trends in Healthcare Patient Payments”, https://www.jpmorgan.com/cm/BlobServer/
JPM-KeyTrends-in-HealthcarePatientPayments.pdf?blobkey=id&blobwhere=1320610345938&blobheader=application/
pdf&blobheadername1=Cache-Control&blobheadervalue1=private&blobcol=urldata&blobtable=MungoBlobs
4 Big Patient Payment Trends Shaping Healthcare Revenue Collection, Brian Watson, http://info.eliteps.com/elitepsblog/4big-patient-payment-trends-shaping-healthcare-revenue-collection
2014 Billing Household Survey from Fiserv http://www.slideshare.net/FiservPR/fiserv-seventh-annual-bill
2014 Billing Household Survey from Fiserv http://www.slideshare.net/FiservPR/fiserv-seventh-annual-bill

		 Consumers increasingly are bill
payment omnivores, flip-flopping
between payment options based
upon things like availability of
funds, the size of the outstanding
balance and proximity to the due
date. Recent research suggests
the average U.S. household 13 uses
three different bill pay ment
methods each month. And, their
preferences for paying the same
biller aren’t always consistent on
a month-to-month basis. For
example, 42 percent of consumers will use a different payment
channel than they did last month
to pay the same bill.14
		

To meet consumer preferences
about bill payment, providers must
consider balancing traditional options such as mail-in remittance,
payment by phone and—with developing channels like online and
mobile. Offering multi-channel
payment options will increase patient satisfaction and accelerate
revenue collection by giving patients the ability to pay bills how
they want, using a channel where
they are most comfortable.

3. Consumers Embracing Online
and Mobile Payment Tools
		 Given consumers’ bill payment
patterns, a multi-channel approach makes a lot of sense for
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providers. It ensures that no
matter a patient ’s preference,
they’ll be able to make a payment quickly and easily. Online
and mobile billing tools are
better suited to today’s increasingly retail oriented healthcare
payment environment. Patients
can pay immediately anytime
and from anywhere which allows
providers to collect and post payments faster, more efficiently and
without manual processing errors.
4. Rise in Guest Pay Options for
Provider Websites
		 Guest pay websites don’t require
consumers to create a username
or password to access payment
tools—or even log-in to the site.
Patients can enter identifying
account information from a statement and can make a payment in
minutes.
		 Completing a guest payment is
easy, fast and convenient. So it’s
not hard to see why adoption is
skyrocketing. In 2014, 28 percent of consumers used a guest
pay option at a biller’s website, up
from just seven percent in 2013.15
		

15

Guest pay websites are an ideal fit
for patient payments. For most
consumers, healthcare is a service
that is consumed irregularly; patients go to see a doctor if they’re
unwell or for periodic checkups or
tests. Because encounters often
fall into the bucket of sporadic
billing rather than each month,
like a mortgage or mobile phone
bill, guest pay websites offer
patients the simplicity and convenience of online payment, but
without the hassles of registration
or passwords.

Patient Payment and Collection
Best Practice Approaches
Providers who initiate sweeping
changes in their collection practices will
be well-positioned to handle the growing
circumstances relating to the collection
of patient liabilities. As healthcare providers transition their business models
towards more retail-oriented operations,
hospitals and physicians need to treat
patients more like customers rather than
consumers who historically have had
limited choices about who administers
their care.
The trend toward healthcare consumerism and pricing transparency is
creating an environment where patient
satisfaction is critically important to a
provider’s success. This philosophy transcends quality clinical outcomes and
includes financial and business practices.
Providers who adopt a “patient advocacy” approach will have more success
collecting outstanding medical bills because they can segment and focus their
efforts on patients who can afford to
pay. Regardless of a patient’s ability to
pay their bill, they should be treated in a
“patient-friendly” way. This means that
all financial communications need to be
correct, clear and concise.
Lyman Sornberger, formerly the
Executive Director of The Cleveland
Clinic and currently the Chief Executive
Officer with LGS Healthcare Consulting and the Chief Strategy Officer for
Capio Partners, outlined 18 tactics for liability collection in his whitepaper titled
Self-pay Collections Best Practices: Guidelines for Increasing Compensated Care from
Patients Who Can Pay. They are:
1. Same-Day Scheduling: Patients
desire prompt access to clinical
care;
2. Online Registration: Completion of necessary administrative

2014 Billing Household Survey from Fiserv http://www.slideshare.net/FiservPR/fiserv-seventh-annual-bill

paperwork prior to arrival for
care allows for a simple check-in
process upon arrival;
3. Kiosks: For those technically
savvy, a certain population desires
to register using an electronic
device versus human interaction;
4. Financial Counseling: Educating patients on their financial
options is an optimal patient
friendly process;
5. Medicaid Eligibility Screening:
Assisting patients with obtaining insurance versus navigating
through the red tape of medical
billing;
6. Disability Support Programs:
Assisting patients in navigating
state and federal bureaucratic
processes to obtain financial
assistance;
7. Provide Consolidated Omnibus
B u d g e t R e c on c i l i a t i on Ac t
(COBRA) Compensation:
Patients who have recently become
unemployed may be eligible to
receive COBRA coverage which
will pay for health services;
8. Credit and Debit Card Acceptance: Accepting industry credit
cards is an optimal option for
patients versus a cash-based
system;
Continued on page 10
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9. Pay ment P lans: Accepting
regular, reasonable payments on
a standard frequency is known to
be more patient friendly;

17. Collection Agency Associations:
Engage third-party state regulated and patient friendly agencies
to assist with collections; and

10. Charity: Providing community
benefit based on federal poverty
guidelines for those that cannot
afford to pay is a best practice;

18. Debt Buyer Partnership: Finding
the optimal agency to purchase
uncompensated reimbursement
using a strong patient advocacy
process that mirrors the culture
of the provider is critical.

11. eStatements: Patients often
prefer an electronic version of
their financial billing statement
versus a paper statement;
12. Computer-Assisted Coding:
Using technology to code industry procedures and diagnoses
reduces cost and aids in accurate
and timely patient billing process;
13. C o d i n g D o c u m e n t a t i o n
Improvement Program: Enhanci n g c l i n i c a l d o c u m e n t a t i on
through technology and better
communication improves the
accuracy of data on a patient’s
medical record and ultimately
improves their clinical pathway;
14. Denial Management: Providers
who manage rejected insurance
internally instead of collecting
from the patient creates a more
patient-friendly experience;
15. O n l i n e Pa t i e n t E d u c a t i o n
Programs: Allowing patients’
access to view provider policy and
procedures, understanding billing
and administrative expectations
promotes a less stressful patient
experience;
16. Monthly Onsite Patient Advocacy Training: Creating a face-toface interaction with the public
minimizes the stress associated
with receiving clinical care and
subsequent billing process;

The success of improving the collection of patient payment liabilities lies in
the strategies employed by the provider.
The 18 tactics outlined above can have
an immediate impact on the bottomline if they are thoughtfully and precisely
implemented.

Summary
Yogi Berra would often say “If you
don’t know where you are going, you
might wind up someplace else.” Healthcare thought leaders know exactly where
the industry is going. Like never before,
the path to financial viability for providers now lies squarely on the shoulders of
the patient.
The healthcare industry will continue to evolve, and it’s more important
than ever to put the needs of the patient
first. As patient payment liability continues to grow through HDHPs and state
and federal insurance marketplaces, providers must develop new ways to collect
for services rendered. With the advent of
healthcare consumerism and the growing trend towards clinical and financial
transparency, patients have more control
over how their care is administered and
paid.
Emergent healthcare payment options help patients better manage and
track the costs of their care. Similar
to retail establishments, healthcare is

moving towards offering new patient options and expanded payment channels
that will meet consumer demands while
enabling easy, fast, whenever/wherever
financial transactions.
Hospitals, health systems and physicians must initiate better bill collection
strategies and put into place new methods for serving patients in a friendlier
manner with higher levels of patient
satisfaction. Since patient liability has
become such a large part of a provider’s
revenue stream they need to implement
innovative strategies if they want to successfully compete and survive in a rapidly
changing healthcare environment.

Phil C. Solomon
joined
MiraMed
in 2013 as the Vice
President of Global
Services. As a senior
leader, he is responsible for creating and
executing sales and
marketing strategies
which drive new business development
and client engagement for the company’s
business process outsourcing and revenue
cycle service lines. Mr. Solomon has over
25 years of experience consulting on a
wide spectrum of healthcare initiatives
for clinical and revenue cycle performance
improvement. He has worked with many
of the industry’s largest health systems
developing executable strategies for revenue enhancement, expense reduction and
clinical transformation. Mr. Solomon is a
published author and featured speaker for
the Healthcare Financial Management
Association (HFMA), the American
Health Information Management Association (AHIMA), National Association
of Healthcare Access Management (NAHAM) and the Healthcare Information
and Management Systems Society
(HIMSS). He can be reached at 404-8498065 or at phil.solomon@miramedgs.com.
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Internal Revenue Service 501(r) — Did
You Know?
Lyman Sornberger
President and CEO, LGS Health Care and
Chief Healthcare Strategy Officer, Capio Partners, Cleveland, OH
On December 31, 2014, the Internal
Revenue Service (IRS) published the
long-awaited final regulations implementing the Affordable Care Act (ACA)
requirements for tax-exempt hospitals.
The ACA added new Internal Revenue Code (IRC) section 501(r), which
describes criteria hospital organizations
must meet to be recognized as exempt
from federal income tax under Code
section 501(c)(3). The regulations apply to organizations that operate one or
more facilities that are required to be
licensed or registered as hospitals under
applicable state law. Organizations that
operate multiple hospitals must meet
the requirements with respect to each
licensed hospital, even if multiple hospitals operate in the same building. The
final regulations also clarify that separate
buildings operated under the same license are treated as a single hospital.
Regardless of the complexity or
specific standards needed to be met, understanding new legislation and how to
implement the regulations is a daunting
challenge. This Did You Know? article
generalizes key components that hospitals need to be aware of when employing
501(r).
Did You Know: You’re not required
to include the plain language summary
in each billing statement? Under 501(r)
(6), you’re required to provide the plain
language summary at least 30 days before
initiating extraordinary collection actions
(ECA) against a consumer. Written notices are required to include a statement
that indicates financial assistance is available for eligible individuals. Also, notices

must identify the ECA(s) the hospital
intends to initiate and states a deadline
after which such ECA(s) may be initiated. No ECA can be initiated any earlier
than 30 days after the date the written
notice is provided. Why not share the
notice on your website as a proactive action and promote having patients make
an early payment. This strategy will enhance the patient experience.
Did You Know: You still have flexibility to set the parameters of eligibility
for your financial assistance policy (FAP)
at your hospital? As 501(r) changes
occur you may see your charity care
decrease as consumers move to high-deductible plans-in the short term. If your
FAP doesn’t cover this and you experience significant uncollected amounts, it
could cause an increase in bad debt and
decrease in your charity care. In states
with expanded Medicaid, hospitals could

also see a decrease in charity care and an
increase in Medicaid shortfall.
Together, these two factors could
significantly reduce charity care in some
hospitals. You should understand how
501(r) can affect your not-for-profit
status if you cover the under-insured
[those with insurance] population today.
Regardless of a change in your operating
process or complying with new regulations, the patient experience must always
be a consideration.
Did You Know: A hospital facility may (but is not required to) use a
definition of “medically necessary care”
applicable under the laws of the state in
which it is licensed, including the Medicaid definition, or a definition that refers
to the generally accepted standards of
medicine in the community or to an examining physician’s determination?
Continued on page 12
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How is Medical Necessity defined? The
American College of Medical Quality
defines medical necessity as accepted
healthcare services and supplies provided
by healthcare entities, appropriate to the
evaluation and treatment of a disease,
condition, illness or injury and consistent
with the applicable standard of care. Appropriate services and supplies are those
that are neither more nor less than what
the patient requires at a specific point in
time.
Determinations of medical necessity must adhere to the standard of care
and treatment of the patient. It is the
standard terminology that all healthcare
professionals use in a review process
when determining if medical care is
appropriate and essential and must be
unrelated to payers’ monetary benefit.
Did You Know: All 501(r) policies
must be approved by an authorized body
of the hospital facility? “Authorized
body” is defined as the governing body of
the hospital organization that operates
the hospital facility or a committee of, or
other party authorized by that governing
body to the extent such committee or

other party is permitted under state law
to act on behalf of the governing body.
What personnel are included in your
authorized body? Typically committees handling the responsibilities for this
requirement include the CEO, CFO,
Nursing Officer, Compliance Leader,
Revenue Cycle top executive and other
stakeholders as necessary.
Did You Know: The preamble to
the final regulations states the following:
“The 2012 proposed regulations and the
final regulations refer only to refunds of
payments ‘for the care’ at issue and are
intended to require refunds only of payments for the episode(s) of care to which
an individual’s Financial Assistance
Policy (FAP) application (and therefore
his or her FAP-eligibility determination)
relates? Thus, if an individual receives
and pays for a hospital facility’s care in
both year one and year two but only applies for financial assistance in year three
for care received in year three and is determined to be FAP-eligible for the care
provided in year three, the hospital facility would only have to refund any excess
amounts the individual paid for during
year three care, not any amount the individual paid for the year one care.”
Did You Know: While there’s no
risk you would actually charge a patient
more than amounts generally billed
(AGB) when providing a 100 percent
discount, the IRS doesn’t provide an
exception to computing AGB and providing the results of the computation in
your FAP? A hospital still has flexibility
to offer a variety of discounts as long as
the discounts all result in charges less
than AGB. For instance, if you calculated AGB at 55 percent (which means
you typically collect 55 cents on every
dollar of gross charges), you could offer
discounts of 100 percent, 80 percent, 60
percent and 50 percent at varying lev-

els of FPG and still be in compliance.
You are permitted to take the AGB
adjustment to “charity.” Any additional
adjustment above the collection rate is
considered to be a hospital courtesy.
Did You Know: If an individual
doesn’t meet the criteria of your FAP,
that individual isn’t eligible for financial
assistance and the 501(r) regulations
don’t apply? Keep in mind that patients
with balances due (self-pay) aren’t necessarily eligible for financial assistance in
most instances. Section 501(r) doesn’t
apply to a self-pay patient who doesn’t
apply or meet “presumptive eligibility” criteria for financial assistance.
Did You Know: The IRS final
regulations (Section 1.501(r)-6(c)(5))(i)
stipulate, in general, that with respect to
any care provided by a hospital facility to
an individual, if an individual submits an
incomplete FAP application during the
application period, the hospital facility
will have notified the individual about
how to complete the FAP application
and given the individual, a reasonable
opportunity to do so for purposes of
paragraph (c)(3)(ii) of this section only
if the hospital facility? In addition the
hospital must:
§ Suspend any ECAs to obtain
payment for the care as described
in paragraph (c)(8) of this section;
§ Provide the individual with a
written notice that describes the
additional information and/or
documentation required under
the FAP or FAP application
form that must be submitted to
complete the FAP application
and that includes the contact
information; and
§ Make a reasonable effor t to
orally notify the individual about
the hospital facility’s FAP and
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about how the individual may
obtain assistance with the FAP
application process.

Did You Know: The IRS doesn’t
provide an exception to computing AGB
and providing the results of the computation in your FAP? Typically, the two
method options are a retrospective and
prospective calculation.
Did You Know: A hospital may send
an individual’s debt to a debt collection
agency or other party to collect amounts
owed by the individual to the hospital
while still maintaining ownership of the
debt, and if adverse information isn’t
reported to consumer credit reporting
agencies or credit bureaus?
Did You Know: That you can set
a patient up on a temporary payment
arrangement pending FAP approval as
long as any excess payments are refunded
upon FAP eligibility determination?
Did You Know: The pertinent section of the regulations sited below is
Section 1.501(r)-6(c)(4)? Paragraph (A)
discusses the written notice and paragraph (B) discusses the required plain
language summary.
(i) In general. With respect to any
care provided by a hospital facility to
an individual and except as provided
in paragraph (c)(4)(iii) of this section,
a hospital facility will have notified an
individual about its FAP for purposes of

paragraph (c)(3)(i) of this section only if
the hospital facility does the following at
least 30 days before first initiating one or
more ECA(s) to obtain payment for the
care:
(A) Provide the individual with a
written notice that indicates financial
assistance is available for eligible individuals, identifies the ECA(s) that the
hospital facility (or other authorized party) intends to initiate to obtain payment
for the care, and states a deadline after
which such ECA(s) may be initiated that
is no earlier than 30 days after the date
that the written notice is provided.
(B) Provide the individual with a
plain language summary of the FAP (as
defined in §1.501(r)-1(b)(24)) with the
written notice described in paragraph (c)
(4)(i)(A) of this section (or, if applicable,
paragraph (c)(4)(iii) of this section).
(C) Make a reasonable effort to
orally notify the individual about the
hospital facility’s FAP and about how the
individual may obtain assistance with the
FAP application process.
Those stakeholders who are charged
with implementing 501(r) have a big
responsibility to follow the law. And, if
the regulations are introduced incorrectly
there will be grave consequences for the
hospital or health system.
IRS can revoke the tax-exempt
status of organizations that fail to meet
the requirements of section 501(r) and
the final regulations with respect to
their hospital facilities. In determining
whether to revoke exemption, the IRS
considers all relevant facts and circumstances, including:
§ Prior failures to satisfy section
501(r);
§ Nature, size and significance of
the failures;
§ Significance of the facilities that
failed to meet the requirements;
§ Reason for the failures;

§ Establishment and implementation of policies to facilitate
compliance; and
§ Efforts to correct and prevent
failures.
The IRS will not revoke tax
exemption because of minor errors
or omissions in policies that are
inadvertent or due to reasonable
cause as long as they are corrected
promptly after the organization
discovers them. That said the
c o m p l i a n c e o f t h e re g u l a t i o n s
should be carefully and thoughtfully
implemented and maintained. There
is a lot at stake for hospital executives
or the authorized body of the
organization for not following 501(r).
Losing not-for-profit status is akin
to a hospital death sentence.

Lyman Sornberger,
President and CEO
for LGS Health Care
and Chief Healthcare
Strategy
Officer
for Capio Partners.
Prior to his roles at
LGS Health Care
and Capio Partners,
Sornberger was the Executive Director of
Revenue Cycle Management for Cleveland
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2006–2012. This role comprised of
the Revenue Cycle Management
for all 11 Cleveland Clinic Health
Systems Ohio and Florida Hospitals
and 1,800 Foundation Physicians. His
responsibilities included all CCHS
Patient
Access
Services,
Health
Information Management and Billing.
Prior to his affiliation with CCHS Mr.
Sornberger was with the University of
Pittsburgh Medical Center for 22 years
as a leader in revenue cycle management.
Sornberger is a graduate from the
University of Pittsburgh with a BS and
a Masters Degree in Business. He can
be reached at 216-337-4472 or lyman.
sornberger@aol.com.
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Designing and Implementing Post-Acute
Networks for Bundled Payment Programs
Sheldon Hamburger
Principal/Consultant, The Aristone Group, Raleigh-Durham, North Carolina

The Role of Post-acute Care in
Bundled Payments
Bundled payment programs are almost
always centered on and measured by performance improvement in the post-acute
area. In addition to commercial payer
bundle programs, Centers for Medicare
& Medicaid Services (CMS) through
the Center for Medicare & Medicaid
Innovation (CMMI) has launched several
programs in this area including Medicare
Acute Care Episode (ACE), Bundled
Payments for Care Improvement (BPCI),
and now Comprehensive Care for Joint
Replacement Model (CJR).
These
models have given the industry some good
experience for new entrants to leverage in
developing their programs and they form
the basis for much of what is presented in
this article.
As the primary contractor for
bundles, hospitals take on the responsibility for post-acute spend while
generally having little experience in that
area. This creates a significant challenge to create successful and profitable
programs. Here is an example of how
post-acute spend breaks down for a
representative hospital system for 48
bundles under BPCI:

Developing a Strategy for Post-acute
Care
Diagnosis-Related Groups (DRGs)
already put hospitals at risk for the inpatient portion of the bundle (anchor stay
in Figure 1) so the key to financial success
lies in the ability to effect positive change
1
2

Actual hospital data
Actual hospital data

after discharge. Shifting post-acute services to lower-cost venues or eliminating
them altogether can yield great financial
rewards. For example, the average daily
spend of home health agency (HHA) is
less than half that of skilled nursing facility (SNF) (see Figure 2).
The two big spending drivers in the
post-acute experience are readmissions
and direct care in the post-acute setting.
Readmissions, sometimes accounting for
over 40 percent of post-acute spend,1 can
be addressed during inpatient care for
issues such as surgical site infections or
medication management (for example, as
part of Hospital Readmission Reduction
Program (HRRP)).
Patient care delivered directly in
post-acute care settings such SNFs, in48%
patient rehabilitation facility (IRF)s and
long-term acute-care hospitals (LTAC)
represent the other spending driver in
bundled programs. SNFs alone can ac■
■
■
■
■
■
■
■
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count for almost 25 percent of post-acute
spend with about 25 percent of SNF patients being readmitted to the hosptial.2
Clearly, optimal financial results can
be achieved by enlisting post-acute partners who support initiatives to address
both readmission and direct spending.
But further complicating the situation is
the fact that Medicare patients cannot be
required to use specific post-acute providers unlike commercially insured patients who may have benefit limitations
that drive them to a limited network.

Themes for a Successful Post-acute
Partnership
Some key issues in developing a
5%
strategy for an effective post-acute network 13%
include:

4%

22%

4%
the past performance
· Analyzing
1%
of post-acute
providers. (Where
2%
have our patients been going?
What have providers been performing?)

· Identifying the key success factors for a post-acute network
partner (e.g., reducing readmission rates, reducing length of stay,
improving patient satisfaction).
· Creating a formal process for 4%
identifying and contracting with
the best (preferred) post-acute
care providers4%
(i.e., those who
will commit to the 5%
new performance goals and pathways).
to 13%
enlist
· Developing a method
48%
and integrate preferred providers
into the care process. A tightly
48%
integrated,
almost seamless con4%
tinuum of care from admission

5%

1%22%
2%
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Average Daily Rates fo Medicare
FIGURE(source:
2
Average
Rates
For Medicare
MedPac
2013Daily
using
FY2011
data)

joint replacements typically show that
most SNF spend occurs within 30 days
of discharge. If you can construct a care
pathway to reduce or eliminate that
SNF spend (for example, by moving that
patient home with some home health
services), this becomes an opportunity for
spending reduction.
On the other hand, if SNF care
is an integral part of the care pathway,
it might not be possible to generate
significant spend reduction. This is often
the case with hip fracture patients. So
this situation would represent a risk in a
bundled arrangement.
Note: In BPCI and CJR , both
elective and fractures are included in a
single bundle.

(source: MedPac 2013 using FY2011 data)
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throughout the bundle timeline
will provide optimal patient care
with minimal necessary spend.

· Developing consistent care pathways and protocols for similar
patient acuity; and

As we will discuss, a successful postacute partnership involves:

· Maintaining a singular point of
contact/responsibility for the
program.

· Setting expectations up front at
point of selection, thru contractReadmissi
on
ing and on an ongoing basis;
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• Post-acute opportunity vs. risk
• Historical data provides insight
• Integrate your network into care
pathways
• Establish success thresholds

Using Historical Data to Drive Analysis
A rigorous analysis should be performed to identify the post-acute
opportunity.
Historical performance data is a
key factor in determining which bundles make sense (i.e., where there is
opportunity) in developing a strategy for
deploying your post-acute network to
drive savings.
Figure 3 shows the distribution of
post-acute spending by calendar quarter.
This bundle is an opportunity for SNF
(in green on Figure 3) spending reduction if your post-acute network can be
leveraged in the care pathway.
Reviewing your care pathways to
optimize the use of post-acute care becomes an essential part of your strategy.
Creating pathways specific to patient
acuity gives you an even better chance for
success.

Transfer

Continued on page 16
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Designing and Implementing Post-Acute Networks for Bundled
Payment Programs
Continued from page 15

At this point, you should identify
initial metrics and thresholds that support your network performance targets.
These metrics will generally fall into
the area of financial, clinical/quality and
patient satisfaction measures. Obvious
examples include metrics such as SNF/
IRF length of stay, readmission rates to/
from those settings, surgical site infection rates, patient satisfaction scores,
etc.
Performance thresholds should be
a function of your program’s goals. For
example, you’ll likely want to require
your partners to commit to a reduced
readmission rate from the current figure,
but by how much? This will require
analysis of historical data so that both
parties can agree on a mutually acceptable benchmark.

Designing a Post-acute Network
•
•
•
•

Define your partnerships
Aligned financial incentives
Formalize selection process
C-suite support

It is important to consider the nature
of your relationship with your prospective partners. Create an “inventory” of
potential partners and their roles, particularly for your informal partners that
may help support the socioeconomic
needs of patients such as nutrition and
transportation.
Establishing formal contractual relationships is essential for partners with
whom you will be establishing formal
performance requirements. On the other
hand, you might establish an informal
relationship with a service that provides
discounted transportation for your patients on an as-needed basis. Formal
contracting for such an arrangement is
probably overkill.

Clearly, your major post-acute partners will be SNFs, IRFs, HHAs and
LTACs. Each of these entities will have
a different level of participation depending on the bundle. However, once you’ve
established your network, you can use it
as needed depending on the opportunity
of the bundle. For example, an orthopedic bundle may use lots of SNF and
HHA, but limited IRF. On the other
hand, a cardiac bundle may have limited
SNF and IRF but lots of HHA.
Consider the possibility of your
emergency department (ED) acting as a
post-acute partner. Often, ED’s are run
independently and use their own technology. They are also the first stop for
readmissions—a costly category of care.
Including them in your post-acute care
pathway can help you optimize results
and reduced readmissions.

Aligning Partner Performance
As you begin to think about your
post-acute partners, you should bear
in mind that optimal performance will
be achieved by aligning incentives.
Therefore, it is imperative that your partners understand the value proposition of
being in your network. This value proposition is much more long-term than
near-term as the ultimate value for the
partner to participate in the network is to
be part of the future of the value-based
world of healthcare.
•
•
•
•
•
•

3

4

Standardize care pathways
Tighten risk stratification
Use reasonable technology
Attack care transitions
Continuous improvement
Education is ongoing

Remember that your goal is to create
a “narrow network”3 of providers in each
segment (i.e., SNF, IRF, LTAC and
HHA). While your patients may currently be discharged “on the order of ”
one hundred SNFs, your goal is to limit
that world to three or four “preferred
partners.” This limited network will
make it easier for you to contract and
manage going forward.
Figure 4 shows a breakdown of discharges to SNF (only showing the first
16 of about 100 SNFs using Medicare
claims data). The range of discharge
volume, average payment and readmission rate demonstrates the performance
variability that you need to address in
developing and managing your network.4
Consider that you will be attempting
to standardize care pathways for up to
90 days post discharge. It is far easier to
work with a limited set of willing partners than a large number of lukewarm
participants. Fewer preferred providers
simplify the process and reduce errors
and miscommunications.
•
•
•
•

Too many “partners”
Inconsistent performance
Lack of control
Unaligned incentives

In addition, channeling your patients
to a limited number of partners means
that each partner will receive, on average,
more referrals. This trading of census
in return for improved performance
(particularly reduced length of stay or
utilization which translates to lower
topline revenue) is a negotiating point
that will work in your favor but only if
you have a limited partner network.

For an example about the success of narrow networks see: California Hospital Networks Are Narrower In Marketplace Than In
Commercial Plans, But Access And Quality Are Similar; http://content.healthaffairs.org/content/34/5/741.abstract
See here for further data about SNF performance: https://www.medicare.gov/nursinghomecompare/search.html
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FIGURE 4

Breakdown of Discharges to SNF

Establishing Your Network
Once you’ve decided on an acceptable selection process for your preferred
partners, you should establish a reasonable timeline in which to complete
it. The process should be open to all
possible candidates based on your own
analysis. A transparent process with a
reasonable timeframe and availability for
candidate partners to interact with you
regarding questions sends a message that
you intend to be a cooperative partner in
this new model.
Of course, most of the candidate
partners in your process will be rejected.
You will need to establish a protocol
for dealing with objections. It would
be wise to notify interested rejected organizations that there may be a future
opportunity to participate in the network
if, for example, a selected partner drops
out. Some of the rejected partners will
continue to improve their performance
hoping for a future opportunity. Having
a “bench” of alternate candidates is a
good asset.

Integrating Your Preferred Partners into
Your Program

If successful, you will achieve change
that alters the chart to something like
this. (See Figure 4).
Whatever method you choose to
evaluate and formalize the partnership,
it will be imperative you have support
from your C-suite. Your partners need
to know that your program has support
at the highest levels of your organization.

Remember that this will not dissuade
some of them from contacting your
senior management to express their concern or objection so leadership needs to
be carrying the message.
•
•
•
•

Limited, true partners
Consistent performance
Predictable results
Program alignment

From the outset, you should establish a formal integration plan to bring
partners into your new care continuum.
This plan should address issues such
as data sharing, patient records sharing
and standardized care pathways. As
you redesign your care protocols and
pathways (with your partners’ input), it
will become clear where your partners
will play a role. This analysis will help
you prepare for the integration process.
This is an ongoing exercise that is never
complete as your strive for best quality
outcomes.
One of the biggest challenges you
will face, both internally and with your
partners, is managing change to existing workflow. You should make every
Continued on page 18
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Designing and Implementing Post-Acute Networks for Bundled
Payment Programs
Continued from page 17

attempt to use existing processes to
support your program. Minimizing disruption will spur more rapid adoption and
help ensure successful implementation.
A technology solution that connects
you, the patient and your post-acute
partners is a great asset in creating an
effective partner network. It could provide each partner with the most accurate
information at precisely the time it is
needed. While no single technology solution can achieve this overall goal, you
can work with your partners to implement data exchange connections that
exploit everyone’s existing workflow.
Augmented with rudimentary manual/
spreadsheet processes, you can quickly
implement a cost-effective solution that
you can expand/extend over time.

Care Transitions and Pathways
The specific data to be exchanged is
a direct function of your care pathways.
As you redesign those pathways, consider
the information requirements that will
be needed at each care transition point.
Your care navigator will need access
to all of these. Again, this is an ongoing process that will require continuous
improvement.
Evaluating and redesigning your
care pathways gives you an opportunity
to implement changes your team may
already have considered but were never
able to implement. Issues such as the
development of assessments, home visits
prior to discharge and tightening medication reconciliation at discharge are
a few examples of these. Other items
to consider include formalizing patient
progress reports to share with family and
primary care providers (PCPs), enhancing palliative care and establishing a
patient specific risk stratification strategy
and methodology.

Key factors to consider are risk stratification process, information sharing
and notifications for intervention. Your
risk stratification methodology should
drive patients to specific care pathways—
optimally with patient-specific predictive
analytics. This will dictate what information needs to be shared, between
which parties and when (even real time).
Your goal is to allocate your resources
to the neediest patients. Be careful
not to create processes that bombard
people with updates and notifications.
Notifications by exception should be the
order of the day.
The most resource intensive part of
your network implementation is the ongoing effort of educating your organization
and your partners. Bundled payments
require a new way of thinking—a culture
change—that will be difficult for some
people to adopt. Ongoing reinforcement
of your message and program goals is essential. In addition, you will be learning
lessons along the way that need to be
shared.
Be sure to involve everyone.
Internally, this means areas such as
leadership, finance, all areas of clinical
including surgeons, nurses and extenders,
social work and discharge planners and
behavioral management. Externally, this
means all post-acute providers.

Operational Issues
Now that you’ve completed designing, developing and contracting with
your network, it’s time to put it into
operation. This is where the proverbial
rubber meets the road.
Your care navigator, generally a new
role within the organization, is ultimately
responsible for overseeing the operation
of your post-acute network. The navigator will have constant interaction with

preferred and non-preferred partners as
well as patients and their PCPs. These
interactions, both manual and electronic,
give the navigator unique and valuable
insight into the ongoing and long-term
operational aspects of your program.
• Navigate your way to success
• Leverage technology to monitor
operations
• Drive patients to your network
• Enforce remediation for underperformers

Optimally, the navigator will need
real-time electronic access to internal and
external systems to view patient status
and assessments. For example, SNF
connectivity could enable a real-time
notification that a patient is decompensating. Rather than simply readmitting
the patient, the notification could trigger
the navigator to have a clinician review
the situation first; perhaps even using a
telehealth solution.
It is more likely that information
will be made available to the navigator
in a variety of ways, including electronic
access, phone calls and personal visits.
Consolidating all of the information,
even using simple tools such as a spreadsheet, enables the navigator to develop a
complete picture of the patient’s status
and care/outcome trajectory, enabling
reporting to the organization and the
driving of corrective action.
As the central operational point of
contract for your network, the navigator is
in a position to drive partner compliance
by measuring performance and working
together to improve results. Using reports, dashboards and technology tools,
the navigator identifies at-risk patients
who will require more attention and care
resources and works with all resources (internal and partners) to optimize resource
utilization toward the best outcomes.
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Technology: Following Patients Through
the Care Continuum

Aligning Metrics with Desired Operational
Outcomes

Technology solutions for the
navigator(s) may even include spreadsheets. Don’t forget, the number of
patients in your program at any given
time will be small at the outset making
manual processes more palatable at the
start of your program. This also gives
you an opportunity to determine what
information is needed, from whom, when
and how often. Leveraging existing
technology capabilities such as transmission of Continuity of Care Documents
(CCD) (electronic or printed), SNF
registries and regional health information exchanges can serve as a backbone
to support the necessary information
exchange capabilities with each entity’s
electric medical record. Case management and guided care pathway software
can also provide technology pieces to
support the program. Of course, integration with your data warehouse should be
included in your plan.

One of the first questions that will
arise is whether the program is working
as designed. The answer to this, and
most other questions, will be found in
the operational metrics that you established at the beginning of the program.
With just a few basic metrics, the navigator will have a good sense of what is
not going well and needs attention. For
example, an inpatient rehabilitation facility (IRF) showing high readmission
rates will cause the navigator to drill
down further, both into the data and
working directly with the partner, to determine the driving factors for this high
rate.
The performance of the network
down to the level of specific partners
and patients will be under constant
scrutiny. Using performance thresholds (which should be in the partner
contract), it will be relatively easy to
monitor partner performance. It is essential that this information be shared
with partners on an ongoing basis so
that they know you’re watching and that
you want them to remain in compliance.
Through this collaboration, everyone
can learn from each other.
Being a good partner requires that
you work with underperformers in
order to help them. This requires ongoing communication when things don’t
go well and providing opportunities to
improve the situation. As the navigator monitors the program’s operation,
these situations will appear. Sometimes
the navigator’s efforts may not work and
senior leadership may need to step in.
It is not uncommon to find partners
who are not fully cooperative even after
signing formal agreements. A reasonable chance must be given for partner
remediation after which they should be
replaced. This process should be spelled
out in a formal agreement.

Ongoing Education
To help your patients get to your
preferred providers, it will fall on your
staff to explain the network and its value
to patients. Therefore, it’s essential to
thoroughly educate your staff about the
program, the network and the clinical
and financial value to the patient of using
a preferred partner. Everyone needs to
be trained on possible patient objections,
how to deal with them, and, most importantly, how to reinforce that you used a
rigorous process to select these partners
in order to provide patients with the best
possible outcome.
All situations where patients choose a
non-preferred provider need to be reviewed
in order to determine how the situation
might have gone differently. These “lessons learned” need to be shared with staff
on an ongoing basis. Failure to learn from
these cases can sink an entire program.

• Narrow post-acute network of select
partners with a high quality record
• Dedicated care navigator to oversee the
operational aspects of the network
• Data availability as close to real-time as
possible
• Usable technology starting with the basics
• Educating everyone on a continuous basis
• Optimizing care pathways and transitions
involving all parties
• Enlist everyone to keep patients in the
network
• C-level support

Conclusion
The key to success in your bundled
program is an effective post-acute network of willing providers dedicated to
value-based care. This is a two-way
partnership requiring dedication on
your part as well as theirs. Identifying
the best partners is an important start.
Setting realistic expectations, ongoing
communication and mutual dedication
to providing the right care at the right
time will help ensure an effective network leading to a successful program.
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The Trials and Tribulations of
Buying a Hospital
Alan M. Preston, Sc.D.
Professor, Texas Health and Science University, Austin, Texas
So you wake up one day and an opportunity comes your way to purchase a
hospital. You think to yourself, why not?
Well, I will tell you some reasons as to
why you might want to consider it and
why you may want to avoid the idea completely.
The first question you need to ask
yourself is: who are the previous owners
and why are they interested in selling?
The most prevalent answer to that question as to why they are selling is probably
due to poor financial performance. In my
case, the hospital was owned by a group
of physicians. And, unfortunately, in today’s environment, this administration is
opposed to physicians owning hospitals
and imposes Stark restrictions upon them.
Intuitively, it makes some sense to have
doctors be invested in the hospital world
since the patient often originates with
seeking care of such physicians. And yes,
it is true; they can also make money, or
lose money, when they are the owners.
And as a self-confessed capitalist, I am ok
if they make money!
It may appear that hospitals owned
by physicians seem to be a natural fit.
About four percent of hospitals operating
in the United States (U.S.) are physician
owned. Many have demonstrated excellent patient outcomes. Some of those
who are critical of physician-owned hospitals claim the excellent outcomes are
due to physicians “cherry picking” the patients and not admitting the poor or patients with complicated cases. Regardless,
many physicians would like to be in more
1
2

control of the hospitals where they admit
their patients. Unfortunately, the federal
government does not share that perspective and there are many laws that prohibit
physicians owning a hospital if the hospital is interesting in taking federal dollars
like Medicare, Medicaid or TRICARE,
which is the healthcare program for military beneficiaries who are registered in the
Defense Enrollment Eligibility Reporting System.1 The Patient Protection and
Affordable Care Act (PPACA)2 strictly
prohibits physician ownership of hospitals
to the extent they are interested in taking
federal payers.
The federal government’s required
exclusion of federal payers is a conundrum
for many physician-owned hospitals. The
simple reason is that age is an independent risk factor in the acquisition of diseases of all types. Simply put, the older
we get, the more we need medical care.

Tricare (styled TRICARE), formerly known as the Civilian Health and Medical Program of the Uniformed Services
(CHAMPUS),http://www.tricare.mil/, https://en.wikipedia.org/wiki/Tricare
The Patient Protection and Affordable Care Act, http://www.dol.gov/ebsa/healthreform/

Some of the care needed are procedures
which are performed at a hospital on an
outpatient basis and, at times, maybe even
require an overnight stay at the hospital.
Most hospitals’ patients are 65 years or
older. In fact, about 60 percent of a hospital’s patients are eligible for Medicare.
Thus, if the hospital is barred from taking
Medicare or other government payers as
a result of physician ownership, that is a
HUGE market to forgo when trying to
fill the empty beds, the operating rooms
and the procedure rooms.
Of course, one could simply buy out
the physician ownership and then be in
a position to take on federal payers. Did
I just use the word “simply” in the previous sentence? Most physicians I know
like being in control. So trying to remove
the physicians from ownership and thus
a departure from some level of control, is
anything but simple. It is achievable, but
not simple. In my opinion, it is important
to make sure that physicians have a voice
in how their patients are being managed.
That is the easy part. The hard part is
how much voice physicians shall have in
the management of the operations of the
hospital?
Imagine for a minute inviting a group
of physicians to a fabulous dinner some
hours away from the hospital. You are inviting five of them, thus you decide to rent
a stretch limousine. The doctors observe
the stretch limousine and all of them
want to drive it. They all want to drive
it all at once. Why is this? Simple, they
want to be in control. My opinion is that
control is somewhat overrated. I could
simply tell the one driver where I want
to go and have him communicate back
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to me if there are any problems challenging the driver getting to the destination
in a safe and timely manner. Of course,
we have the ability to look outside to assure he is going in the right direction and
heading there in a safe manner. That is,
of course, just considered feedback. And
good management needs to keep their
stakeholders informed of the hospital’s
direction (financially and operationally),
hospital safety concerns, production issues
and a number of attributes concerning the
overall health of a hospital. Not everyone
needs to be in the driver’s seat holding on
to the steering wheel.
The true customers to all hospitals
are physicians. That claim surprises a lot
of people; however, the patients only receive the benefit of the hospital services.
Patients are then the beneficiaries of the
services of the hospital and are also customers, just not in the typical sense of the
definition. However, it is the physician
that primarily decides at which hospital
a patient may have a procedure or be admitted. Those decisions are often based
on admissions privileges and physician
preferences called practice patterns. Of
course, the decision is often done with the
secondary customer, the entity that pays
the bulk of the bill: the insurance carrier.
If the insurance carrier is not contracted
with a hospital where a physician wants to
admit the patient, the referral will not be
authorized and the hospital may not allow
the admission to occur.
Many are under the impression that
federal law requires hospitals to take anyone who shows up to the hospital. They
often reference the Emergency Medical
Transportation and Active Labor Act
(EMTALA) Title 42 USC 1395dd. 3
When a hospital has an emergency department, any individual (whether or not
eligible for benefits) comes to the emergency department and a request is made
3

on the individual’s behalf for examination
or treatment for a medical condition, the
hospital must provide for an appropriate
medical screening examination within
the capability of the hospital’s emergency
department, including ancillary services
routinely available to the emergency department, to determine whether or not an
emergency medical condition exists. If
any individual (whether or not eligible for
benefits) comes to a hospital and the hospital determines that the individual has
an emergency medical condition, the hospital must provide either: (A) within the
staff and facilities available at the hospital,
for such further medical examination and
such treatment as may be required to stabilize the medical condition, or (B) transfer
of the individual to another medical facility as appropriate. Obviously, this rule
occurs for emergent care and not routine
care that is scheduled in advance with the
patient’s physician team.
Our healthcare system is regulated
through a very complicated patchwork of
laws, rules and regulations at the federal
and state level and, to a smaller degree,
the local county and city. Healthcare is
one of the most regulated industries of
all industries and it is, indeed, an enormous industry. Every year, we spend

Certification and Compliance For The Emergency Medical Treatment and Labor Act EMTALA), https://www.cms.gov/,
https://www.cms.gov/medicare/provider-enrollment-and-certification/certificationandcomplianc/downloads/emtala.pdf

about 2.4 trillion dollars on healthcare
services and nearly one trillion is spent
for hospital care. At 2.4 trillion dollars,
if our healthcare industry were a country, the amount the U.S. spends on that
one industry would rival the sixth largest
economy in the world based on gross domestic product: Russia. And that number
is only going to increase over time with
the passage of the PPACA, universally
known as Obamacare, and the expansion
of Medicaid to 400 percent of federal
poverty guideline for those states that
expanded Medicaid. And since the baby
boomers are aging, that group will have
more people demanding more and more
services. Technology improvements are
great, however costly, particularly when
duplicated throughout the U.S. And the
supply of physicians will not be able to
keep up with the demand, which is likely
to drive up the cost of healthcare. What
does all of this mean? Healthcare cost
will continue to increase as a result of
the issues mentioned previously, as well
as many more issues not mentioned. So
when a political candidate like Bernie
Sanders makes claims that he can save
consumers over $5 million dollars a year
in premiums; I can assure that will NOT
happen. President Obama made similar
claims about saving everyone $2.5 million
and that hasn’t happened.
One person’s cost is another’s revenue.
For the nearly 6,000 hospitals operating
in the U.S., that means the occupancy
rates will likely increase in the near future.
Because hospitals are institutions with
very high fixed costs, it is important to
fill up the beds and bring in the revenue
the beds represent. The other source of
revenue for a hospital is in the procedures
they perform. The hospital will receive
a facility or technical fee associated with
such. Now depending upon the insurance
carrier, the hospital can be reimbursed in
a variety of ways. They can receive a feefor-service though rare these days. They
Continued on page 22
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can receive a diagnostic related grouping,
which is a prospective payment methodology where the hospital receives an upfront fixed amount depending upon the
diagnoses of the patient. The hospital
may receive a per diem that is fixed or
variable. The hospital can also receive a
capitation payment for a defined level of
services by a managed care company for
a population of patients. Understanding
how to get paid is critical to the success of
a hospital and it is surprising how many
hospital administrators lack the sophistication regarding their revenue sources.
In fact, the insurance industry that pays
most of the bill is often viewed as the bad
guy because they do not pay the charges a
hospital submits. Retail medical charges
are often artificially created and thus fail
to represent any meaningful cost based
accounting system or a market value for
a particular service. Biting the hand
that feeds you is never a good strategy in
achieving profitability.
Gross revenue is always reduced by
expenses. Hospitals are very expensive
places to operate. The largest cost is almost always the building and surrounding
campus. Those cost are fixed, thus if you
have one patient or fill the hospital to 90
percent of capacity, the cost of the building and equipment are largely the same.
Employees represent the next largest cost

of a hospital because a hospital is open 24
hours a day, seven days a week with three
shifts of employees needed. At various
capacity levels, the hospital can have a
fixed number of employees and contract
for others until such capacity grows to
predictable levels in order to make appropriate adjustment with staff as the census
goes up and down in a given day. Variable
costs involve all the supplies used for procedures, operations and for the day-to-day
care of a patient. If the institution is well
managed, they can make a decent profit.
Hospitals over the last ten years have
ranged in margin from four percent to
eight percent net profit according to the
American Hospital Association. About
25 percent of the 6,000 hospitals have a
negative financial margin. Even if they
are well managed, the location, competition, number of insurance carriers in the
market, the overall health of a community
and other factors can have a negative financial impact on a hospital.
One of the greatest predictors for
success is the strategy the operators of
the hospital implement. Let me walk you
all through a couple of strategies and the
attributes and detriments of each. Let’s
assume that a group of doctors want to
purchase a hospital. They hire a team of
business and legal professionals to guide
them through the process. The doctors
are presented two options (strategies):
1. Own the hospital where the doctors will get to have a tremendous
amount of input as to management decision and direction of
the hospital. The trade-off is
that the doctors will not be able
to take Medicare, Medicaid or
TRICARE as they are banned
from doing so by Obamacare.
They decide not to contract with
4

too many insurance companies
which will make the hospital an
out-of-network provider; thereby
giving the ability of the hospital to
charge a significant higher price
than would be allowed under
Medicare.
2. Doctors do not own the hospital
and the hospital can take Medicare, Medicaid and TRICARE
and a sizable number of insurance
companies. The reimbursement is
less than full charges. The doctors
do not have the level of “control”
they would have under the first
option.
Which strategy would you select?
Many doctors like the concept of the first
option for two main reasons: control and
higher reimbursement. The problem
with the first option is that healthcare is
so substantially regulated that the concept of “control” is an elusive concept as
it has to be operated in the context of
the regulatory framework. Furthermore,
getting 100 random people to agree as to
what the color the scrubs should be will
cause a tremendous amount of conflict
and disharmony when everyone feels they
are owners and thus should assert their
opinion about a plethora of issues. Also,
excluding 60 percent or more of the marketplace from accessing services is seldom
a good strategy given the high fixed cost
of a hospital. Additionally, asking a customer to pay the full rack rate4 and receiving the full rack rate are two very important, distinct issues. I have seen hospitals
fail because they could not collect millions
in receivables.
Thus, employing the wrong strategy
can result in catastrophic results for any
business and the healthcare industry is a

Rack rates are defined as the full amounts medical facilities charge for procedures outside of negotiated discounts. http://
health.usnews.com/health-news/patient-advice/articles/2014/09/04/the-thorny-problem-with-prices
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very complex industry that adds to the
difficulty of implementing any strategy
that will be effective 100 percent of the
time. All strategies have some degree of
trade-off and depending upon the objective, the financial results will and should
reflect such. If the objective is to care for
patients who do not have insurance, then
a strategy to make a lot of money will be
hard to achieve. A strategy has to embrace the objective of the institution; not
the other way around.
If you are going to purchase a hospital, what exactly are you purchasing?
The legal framework is important to understand. We often think in monolithic
terms that owning a hospital is a single
entity and thus a single company. More
often than not, the purchase of a hospital
is broken down into a number of components and companies. Let’s first start
off with the real estate. Many hospitals
that you see today lease the buildings that
prominently display the name of the hospital. Like so many other businesses, the
tenant running the business seldom owns
the building. There are advantages and
disadvantages to both ownership of the
building vs. leasing the building.
If you lease the building, then as the
operator, how much of the hospital do you
want to operate? Many hospitals lease
out certain functions such as radiology,
anesthesiology, pathology and emergency
room care. Also, it is not uncommon for
the operators of the hospital to “outsource”
billing, accounts payable, accounts receivable, information technology and other
“management” services. As a result, there
may be other “companies” that comprise
functional components of the hospital,
but the ownership of such services are
separate and distinct; nevertheless, important to the overall functions of a hospital.
5

6

Thus, when one says they are purchasing
a hospital, what exactly are they purchasing? Are they purchasing the real-estate,
the operating company, the management
company or some other portion of the
hospital operations? The pathway is not
simple nor is it straightforward and the
complexity increases as the size of the institution increases.
I was asked whether or not a hospital
we are looking to purchase should be a
specialty hospital. The answer of course
is: that depends. It depends as to whether
it is a going concern already branded in
some particular specialty or not. If it is a
new start up, my answer is very different.
Because of the high fixed costs of a hospital, it becomes important to perform a lot
of outpatient cases while simultaneously
filing as many beds on the inpatient side.
Specializing, by its very nature, is a strategy that restricts some aspect of the market. Restricting the market to patients
with an esoteric healthcare need seems
counterintuitive to filling beds.
Over time, a hospital may attract
some specialties more than others. The
famous iconic architect, Frank Lloyd
Wright, was once commissioned to design a college. He worked on it and finally gave a presentation to the owners of
the college. They loved the open spaces
and overall design of the buildings. One
careful observer noted there were no sidewalks on the plan designs. Mr. Wright
was asked about the sidewalks and why
he forgot to put them into the plans. Mr.
Wright told the group he didn’t forget at
all; he noted that until the natural patterns of the students revealed themselves
to Mr. Wright, he was not going to assume in advance how the crowd was going to move. He wanted to see how the
crowd naturally moved from one place

Nonprofit status may make an organization eligible for certain benefits, such as state sales, property and income tax
exemptions. https://www.irs.gov/Charities-&-Non-Profits/Applying-for-Exemption-Difference-Between-Nonprofit-andTax-Exempt-Status
501(c)(3), whereby a nonprofit organization is exempt from federal income tax if its activities have the following purposes:
charitable, religious, educational, scientific, literary, testing for public safety, https://www.irs.gov/Charities-&-Non-Profits/
Charitable-Organizations/Exemption-Requirements-Section-501(c)(3)-Organizations

to another and once he understood such,
he would then put the sidewalks in place.
Likewise, if a specialty or two reveals itself to a hospital as a dominant customer,
the hospital may over time move in that
direction; however, in the beginning, allowing as many physicians to practice is a
practical option.
Of the nearly 6,000 operating hospitals, 60 percent of those operate under
a non-profit status.5 Does that suggest
they don’t care about profit? Of course
not. What it does mean is that the hospital has received a tax exempt status as a
501(c)36 status from the Internal Revenue
Service (IRS). The implications are that
the hospital is exempt from paying taxes
and the quid pro quo is that some benefit
is inured to the community as a result of
not paying taxes. What is the amount
of taxes that are avoided by non-exempt
hospitals? In the aggregate, it is in the
billions. There has been enormous criticism regarding non-profit hospitals for
not paying taxes because it has been estimated that the “free or uncompensated
care” provided to the community by nonprofits have not come close to the amount
of money that is avoided in the payment
of taxes. Non-profits do not pay income
tax, sales tax, property tax, ad valorem tax
or any other tax levied against similar hospitals that are not tax exempt. The sales
and property tax alone is enormous. CritContinued on page 24
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ics have also noted that all too often the
non-profit hospitals bill the full charges
to patients who do not have insurance
and end up at one of the non-profit hospitals via an emergency. Most non-profit
hospitals have no intention or expectation
of collecting 100 percent of their billed
charges and they can demonstrate to the
IRS the amount of bad debt based on
charges as opposed to their actual cost of
such services or even opportunity cost as
a percentage of Medicaid. Additionally,
some non-profits have lost or come close
to losing their tax exempt status when
certain physicians involved in the hospital benefited above and beyond and the
IRS considered that a private inurement
to one group which is a violation of the
501(c)3 status.
For-profit hospitals represent 19
percent of the hospital market and have
to pay taxes and they also provide uncompensated care; which they do at nearly
the same level as non-profits. Some are
publicly traded, while others are privately
owned. Hospital Corporation of America, as an example, has been privately
held and then went public and now is
back to operating as privately held. Tenet
Healthcare is probably one of the largest
publically held for profit hospital chains
in the U.S.

Community or government-owned
hospitals account for the remainder and
they consist of 21 percent of the hospital
market. They include county owned hospitals, state owned hospitals like Hawaii and
Louisiana and federally owned hospitals
like the Veterans Affairs hospital system.
Again, there are advantages and disadvantages to having the government own hospitals. Critics point out that if the services
provided at a government-owned hospital
were provided at private institutions, that
the care would be better and the waiting
lines to receive care would be shorter. As
a devout capitalist, I concur with such an
opinion. In a free market system, the government, whether federal, state or county,
should not compete with the private free
market system. Governments should regulate and nurture the activities of private
enterprise; not compete with it. A voucher
or third party payment system could be
established for any private enterprise to
provide the necessary services demanded by
those currently seeking benefits at the government institutions. Competition almost
always creates a more effective and efficient
process and better outcomes as opposed to
government run institutions.
Buying a hospital is a complicated
transaction and there is not a clear or
straightforward answer as to the correct way to purchase a hospital. The first
step is always the objective. What is the
objective in acquiring a hospital? A purchaser should start there and then develop
strategies that support the objective and
be realistic and understand the regulatory
framework that you have to comply with
before you ever begin. Be realistic as to
the revenue projections in terms of actual
collections and the timing of such collections. Be realistic as to the projected costs.
Be realistic as to the changes of practice
patterns needed to get the medical community to support your endeavor. Without

the support of the medical community, the
best reimbursements, the lowest cost of
supplies, the cheapest rent will not matter
if you do not have the support of the medical community. Clearly, any strategy must
include the willingness of the many stakeholders involved. Of course, this article is
just food for thought and is by no means a
comprehensive list of everything one needs
to consider when purchasing a hospital.
Nevertheless, if you want to purchase a
hospital, get ready to write out a really big
check and have a lot left over to pave the
way until profitability occurs.
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Corporate Communication with E-mail—
a Blessing and a Curse
Gregory R. Zinser
Vice President, Anesthesia Business Consultants, Jackson, MI
As you were gathered around the
table for Thanksgiving dinner with your
family counting your blessings, I’m pretty
sure that e-mail was not one of them.
For most of us, e-mail is both a blessing
and a curse. On the positive side, it is
so incredibly convenient that I wonder
how we survived on both a personal and
professional level before the first one was
sent in 1971. Imagine having to wait
days or weeks for a message to reach its
destination; or having to actually call
someone on the phone to communicate
with them immediately. By the way, isn’t
it interesting that the first cell phone
call was made just a few years after
the first e-mail was sent? My theory is
that the call was made to apologize for
saying something in an e-mail that was
taken the wrong way, or asking to be
taken off of a group e-mail list. Cell
phones and e-mails have transformed
our communications, created instant
availability and given more reasons for
some of us to miss the simplicity of life
in the 1960’s.
But I digress. Getting back to
e-mail, the healthcare industry is a
prime example of how it can be used to
increase productivity. The sheer volume
of meetings in our industry is legendary.
The complexities of coordinating
multiple departments and multiple
facilities require constant communication
that, before e-mail, relied on the quality
of your phone system and diligence of
your inter-office mail courier. There is
no doubt that e-mail is quicker, more
efficient and allows us to communicate
instantly with large groups that would
take weeks to assemble in a meeting.

However, these same characteristics
also make it difficult to manage in that
there has never been a communications
method capable of offending or
confusing so many people in such a short
period of time.
In the ver y demanding work
environment of healthcare, it is often
impossible to resist the temptation to
instantly remove an item or two from
our long list of daily tasks with a quick
message or reply, and a click. While
the following reminders are primarily
directed at business e-mails, I suspect
you will find that some will also apply
to personal communications with family
and friends. In any case, I hope you will
find them helpful as you attempt to avoid
the pitfalls of e-mail communications.

Proper Use of E-mail as a
Communications Tool
Don't use e-mail to avoid personal
contact or uncomfortable situations.

When possible, face-to-face and voiceto-voice communications are much more
effective in many situations, especially
when sending complex, confusing or
emotional messages.

E-mail Courtesy and Greetings
A simple greeting at the beginning
of every e-mail will help you to avoid a
negative impression. Just add a Hello,
(name) or Hi, (name), just as you would
if it were a phone call, and your e-mail
will be taken in a completely different
light. When you start an e-mail with
a question or demand because you’re
feeling pressured or in a bad mood, your
message may be perceived as bossy or
demanding. By adding courtesy, you are
perceived as someone the other side will
want to assist, respond to and go the
extra mile for. Courtesy, consideration
and taking the time to communicate as
a kind and courteous person will not
Continued on page 26
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should not risk reading more into what
is there based on either your feelings or
what you think the other person meant.
On the other hand, if you type it, you
had better mean it. When it comes to
your e-mail communications, “I didn’t
mean it that way!” simply does not apply.
You have the ability to make sure you relay what you really mean by virtue of the
words you choose and the tone you set.

Formatting

only increase the likelihood of a positive
response, but will also speak volumes as
to what it will be like to work with you.
When sending to someone you’ve
never met or a new contact, assume the
highest level of courtesy. Hello, Dr.
Smith, Mr. Anderson, Ms. Jones, etc.
would be appropriate until your new
contact lets you know it is OK to do otherwise (“call me Bob” or “you can call me
Amy”). You may also be able to pick up
clues on when you can use a more relaxed
tone by how contacts approach you, as
well as how they sign off. Most people
don’t mind being called by their first
name, however, that can be perceived by
some as taking premature liberties in the
relationship if used too soon.

you choose and how you choose to use
them. Especially in business communications, when you don’t have off-line
indicators to determine tone and intent,
it is critical you take the time to choose
and use your words carefully. E-mail is
now a significant relationship building
tool and you may have only one chance
to impress a business associate, smooth
over a misunderstanding or reflect a level
of professionalism and education that instills confidence in those who don’t know
you. Take your time, read your e-mails
out loud before clicking send and work
on your vocabulary and communication
skills constantly so you can take full advantage of opportunities to impress and
build trust.

Tone

E-mail Drama

Remember that your tone can’t be
heard in e-mail. Be cognizant that the
other side doesn’t have your voice (or eye
contact or your body language) to determine your tone. That leaves you with the
responsibility to ensure the proper and
desired tone is conveyed in your e-mail
communications by virtue of the words

I f yo u r e - m a i l i s e m o t i o n a l l y
charged, walk away from the computer
and wait to reply. Review the sender’s email again to be sure you are not reading
anything into it that simply isn’t there.
With e-mail, never assume what someone means. Take them at their word.
Particularly with business e-mail, you

Don’t rely on formatting or caps to
make your points. The English language
is filled with verbs and adjectives for every occasion. Improve your vocabulary
and hone your written communication
skills so you can relay your intent and
tone by choosing the appropriate words
to do so. Using abbreviations under the
assumption that your reader knows what
they mean should also be avoided, particularly in the acronym-filled healthcare
industry. By making this extra effort,
you can communicate with clarity and
professionalism while not leaving any
guess-work to formatting.

Use of E-mail Distribution Tools
· Copy and Blind Copy: Use the
blind copy and courtesy copy
appropriately. Don't use BCC
to keep others from seeing who
you copied; it shows confidence
when you directly CC anyone
receiving a copy. Do use BCC,
however, when sending to a large
distribution list to avoid e-mail
clutter when people “reply to all”
or when privacy is an issue. Be
cautious with your use of CC;
overuse simply clutters inboxes.
Copy only people who are directly involved.
· Reply to All: Always refrain
from using ”reply to all” when
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repr imanding or cr iticizing
anyone via e-mail. These matters
should be handled in person or
on the telephone with only those
directly involved. Use the “reply
to all” button only in situations
requiring collective input and
only if you have something to
add.
· Return Receipt Requests: Use
this button with discretion! You
need to think about whether or
not you really need proof that
your e-mail was opened and read.

Respond Promptly
Do your best to respond to your
business communications as quickly as
possible. Responding promptly, even to
just send a “thank you,” helps build relationships and avoid misunderstandings.
This is a professional courtesy issue that
should not be underestimated. By not
responding promptly, you risk appearing
unorganized, uncaring or, worse yet, being outperformed by your associates who
understand the importance of appearing

efficient and on the ball. When someone
takes the time to e-mail another, common courtesy dictates that you respond
on a timely basis. Try to adopt the rule
that all questions deserve a response.
Also, if you are unable to respond within
24 hours because you are out of the office
without access to e-mail, set your out-ofoffice assistant and, if applicable, designate a person to contact in your absence.

Privacy
Remember that e-mail isn’t private.
E-mail written on a company computer
is considered company property and can
be retrieved, examined and used in a
court of law. Never put in an e-mail message anything that you wouldn't put on
a postcard. Remember that e-mail can
be forwarded, so unintended audiences
may see what you've written. You might
also inadvertently send something to the
wrong party, so always keep the content
professional to avoid embarrassment.

HIPAA E-mail Compliance
While HIPAA (the Health Insurance Portability and Accountability Act
of 1996) doesn’t prohibit using e-mail as
a medium for sending electronic patient
health information (PHI), it has ensured
that the security of patient information
via e-mail-based communication is not
compromised through the HIPAA Security Rule, which specifies standards for
making transmission of PHI via e-mails
secured.
These standards underline the importance of implementing HIPAA policies and following recommended procedures, aimed at maintaining the integrity
of PHI by restricting unwarranted access
to e-PHI. The standard for Transmission Security is extensive and provides
specifications regarding the encryption
requirements and other integrity controls
that should be maintained when sending
PHI via e-mails.

A covered entity must ensure that
e-mail messages containing PHI are
secured when being sent through unencrypted links too. All covered entities
should assess the nature of their open
communication networks and adopt suitable means to ensure the safety of e-PHI
sent by e-mail.

In Closing
Whatever your position, one of the
most critical elements of success that is
probably not in your job description is
Communications Manager. There are
three primary methods of communication that all require a different set of
skills. While the ability to communicate
on the phone and in person will always
be extremely important, the ability to
write well and use email effectively as a
time management and relationship building tool is now the most important of the
three, due to its frequency of use, power
to improve your efficiency and productivity and the many ways it can work against
you if not managed effectively.
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PROFESSIONAL EVENTS
Date
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Location

Contact Info

February 28- March
1, 2016

Medical Group Management Association
2016 Financial Management and Payer
Contracting Conference

Hyatt Regency Grand Cypress
Orlando, FL

http://www.mgma.com/education-certification/
education/conferences-and-programs/fmpc/
mgma-financial-management-and-payercontracting-conference

March 7-9, 2016

Ohio Health Information Management
Association
36th Annual Meeting and Tradeshow

Hilton Columbus at Easton
Columbus, OH

http://www.ohima.org/tradeshow/tradeshow10.
html

March 14-17, 2016

American College of Healthcare Executives
2016 Congress on Healthcare Leadership

Hyatt Regency Chicago
Chicago, IL

http://www.ache.org/congress/

March 20-23, 2016

Healthcare Financial Management Association
Dixie 2016

Renaissance Nashville Hotel
Nashville, TN

http://hfmadixie.org/2016/

April 10-13, 2016

National Cancer Registrars Association
42nd Annual Educational Conference

Westgate Las Vegas Resort Hotel
Las Vegas, NV

http://www.ncra-usa.org/i4a/pages/index.
cfm?pageid=3866

May 25-26, 2016

Healthcare Financial Management Association
Region 1 Conference

Mohegan Sun Resort
Uncasville, CT

http://www.hfmaregion1.org/

June 26-29, 2016

Healthcare Financial Management Association
National Institute Conference

Sands Expo and Convention Center
Las Vegas, NV

http://www.hfma.org/ANI/Home/

October 9-11, 2016

Healthcare Financial Management Association
Southern California and San Diego/Imperial
Chapters; Annual Fall Conference

Hyatt Regency Newport Beach
Newport Beach, CA

http://www.hfmasocal-sandiegofallconf.org/

October 15-19, 2016

American Health Information Management
Association Convention and Exhibit

Baltimore Convention Center
Baltimore, MD

http://www.ahima.org/convention

November 6-8, 2016

Healthcare Financial Management Association
Region 9 14th Annual Conference

The Sheraton New Orleans
New Orleans, LA

http://www.hfmaregion9.org/
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